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Part I
Background

Authority for Audit

This report is based en an audit of the Tennessee Republican Party Federal Election
Account (TRP), undertaken by the Audit Division of the Federal Election Commission
(the Commission) in accordance with the Federal Election Campaign Act of 1971, as
amended (the Act). The Audit Division conducted the audit pursuant to 2 U.S.C.
§438(b), which permits the Commission to conduct audits and fieid investigations of any
political committee that is required to file a report under 2 U.S.C. §434. Prior to
conducting any audit under this subsection, the Commission must perform an iuternal
reviaw of reports fiiad by selected commitlees to determine if the reports filed by a
partioular eommittee meet the threshold raequirements for substantial compliance with the
Act. 2U.S.C. §438(b).

Scope of Audit

This audit examined:

The receipt of excessive contributions and loans.

The receipt of contributions from prohibited sources.

The disclosure of contributions and other receipts.

The disclosure of disbursoments, debts and obligations.

The disclosure of expenses allecated between fedaral and non-federal accounts.
The consistency between reported figures and bank recards.

The completeness of raccrds.

Other committee operations necessary to the review.

PN AL~

Changes to the Law

On December 1, 2005, the Commission voted to amend its rules to require state, district
and local party committees to pay as administrative expenses the salaries, wages and
fringe benefits of employees who spend 25 percent or less of their compensated time in a
month on federal election activity (FEA) or activity in connection with a federal election
(“covered employees™). The previens regulation thai ellowed party coramitiees to use
non-federal funds for salaries and wages for oovered employees was struck down in
Shays v. FEC. The rovised rule hecame effecilve on Jannary 19, 2006. (See Finding 4,
Disclosure of Expenditures for Salary and Wages).



Part 11
Overview of Committee

Committee Organization

Important Dates Tennessee Republican Party Federal
Election Account.

e Date of Registration October 23, 1975

e Audit Coverage January 1, 2005 - December 31, 2006

Headquarters Nashville, Tennessee

Bank Information

e Bank Depositories Three

e Bank Accounts 12 Federal and 6 Non-federal accounts

Treasurer:

Treasurer When Audit Was Conducted

Ed Roberson

Treasurer During Period Covered by Audit

Joe R. Arnold (thru 2/17/05)
Ed Roberson (2/18/05 to present)

Management Information
e Attended Commission Campaign Finance Yes

Seminar
¢ Used Cammonly Available Campaign Yes

Management Software Package
e Who Handled Accounting and Paid staff

Recordkeeping Tasks

Overview of Financial Activity
(Audited Amounts)

Cash on hand @ January 1, 2005 $ 5973
Receipts
o Contributions from Individuals $ 3,483,766
[
o Contributions from Other Political Committees 367,326
o Transfers from Affifiated/Other Party Committees 2,743,200
o Transfers from Non-federal Account 555,805
o All Otber Receipts 22,980
Total Receipts $ 7,173,077
Disbursements
o__ Operating Disbursements $ 6,686,254
o All Other Disbursements 406,753
Total Disbursements $ 7,093,007
Cash-on hand @ December 31, 2006 $ 86,043




Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

On its reports as originally filed with the Commission, TRP significantly underreported receipts
by $2,227,811 and disbursements by $1,440,129 for calendar year 2006. In addition, a
comparison of TRP’s amended reported figures to bank records revealed a misstatement of
receipts, disbursements and cash-on-hand in both 2005 and 2006. For 29005, TRP overstated
beginning cash on hand by $33,780, understated recelpts by $117,371, undurstated
disbamemerits by $77,948 and understared onding cash on hand $5,643. In 2006, receipts were
understated by $459,936, disbursements undemtated by $159,582 and the ending cash on hand
was understated by $294,475. In respomse to the intarim audit report recommendation, TRP
amended its reports to materially correct the misstatements noted above.

(For more detail, see p. 4)

Finding 2. Contribations from Usaregistered Political Organizations

A review of all contributiens from unregistered political organizations indicated that TRP
received $114,395 in contributions that may not have been made with permissible funds. TRP
refunded $38,125 of these, but not in & timely manner. In response to the Interim audit report
recominendattons, TRP mataciglly omnplied with tho Audit staii’s recommeddation by geovidieg
copias of the front and hack of the negotiated contribution refund checks totalidg $71,845, and
provided six check stubs, iataling $4,325, for contribution refunds issued but not yet negatiatad.
The Committee did not address $100 of these wiregistered political contributions. (For more
detail, see p. 7)

Finding 3. Apparent Coordinated Party Expenditures

TRP sppeared to have exoeered tha 2006 coerdinedod pacyy axpeaditure linit by $721,193. In
response ta the interim audit report, TRP provided a description of the procedure used for
handling the non-allocable mail program. In response to the interim audit report, TRP provided
additional documentation to suppost that there was volunteer involvement with the mail program.
If these disbucssments were considemd not to have met tho volunicer exeraption, thea TRP
would have enade an excessive ceordinated contribution tb Bob Corker for Senate in the amount
of $716,093. (For more detait, see p. 8)

Finding 4. Disclosure of Exponditures for Salary anid Wages

TRP did not maintain mwonthly logs, time sheets or affidavits for its employees. Absent such
documentation it is not possible to determine whether the salaries must be paid whoily from thc
federal account or miy be pdid from the non-federal account or allocated between the federal and
non-federal accounts as administrative expenses. In response to the interim audit report
recommendations, TIXP provided some additional affidavits which sthted that the employee did
not spend more the 25% of compensated time on foderal election activities and amended its
reports which materially corrected the diaclosure of the above salaries and payroll taxes. (For
more detail, see p. 14)




Part IV
Findings and Recommendations

l Finding 1. Misstatement of Financial Activity

Summary

On its reports as originally filed with the Commission, TRP significantly underreported receipts
by $2,227,811 and disbursements by $1,440,129 for calendar year 2006. In addition, a
comparison of TRP’s amended reported figures to bank records revealed a misstatement of
receipts, disbursements and casit-on-hand in both 2005 and 2006. For 2005, TRP overstated
beginming cash on hand by $33,780, understated receipts by $117,371, understated
dishursements by $77,948 and understated ending cash en hand $5,643. In 2006, receipts were
understated by $459,936, disbursements undemtated by $159,582 and the ending cash an hand
was understated by $294,475. In respanse to the iatarim audit report reeommendation, TRP
amended its reports to materially correct the misstatements noted above.

Legal Standard

Contents of Reports. Each report must disclose:

e The amount of cash on hand at the beginning and end of the reporting period;

o The total amount of receipts for the reporting period and for the calendar year;

o The total amount of disbursements for the reporting period and for the calendar year; and
[ ]

Certain transactions that rsquire Itemizdiion on Schedule A (Itemized Reeeipts) ar Schedule
B (Itemized Disbursements). 2 U.S.C. §434(b)(1), (2), (3), (4) and(5).

Facts and Analysis
1. Originally Reported Activity for 2006

As illustrated below, on the original disclosure reports filed with the Commission, TRP
significantly underreported receipts and disbursements for calendar year 2006.

Comparison of Origimally Reported 2006 Activity to Reconciled Bank Totals

Reported Bank Records Discrepuancy

Receipts $3,463,205 $5,691,016 $2,227,811
understated

Disbursements $4,274,905 $5,715,034 $1,440,129
understated

Amended reports filed with the Commission showed a significant increase in financial activity.
The Audit staff discussed the increased activity issue with the TRP Controller. In his written
response, the Controller agreed that the figures originally reported by TRP were understated;
nevertheless, he did not believe this finding was warranted. The Controller explained that he
attended an FEC conference in Florida in the summer of 2006 and inquired about what
committees should do if, due o time constraints, they are unable to file the reports timely and



accurately. The response was similar to the feedback he received from the Reports Analysis
Division (RAD)? later on that year. According to the Controller, he was again told to file the
report on time and submit an amgnded report with the carrect figures on a later date.

Although it may be preferable to file a timely report that is incomplete rather than file nothing,
the filing of a report that is materially misstated does not relieve the Treasurer of the obligation
to file reports that are both timely and accurate. Amended reports were filed between 20 and 75
days after the original reports were filed that partially corrected the errors.

2. (Amended) Reported Activity for 2005 & 2006

The Audit staff reconciled (amended) reported activity to bank records for calendar years 2005
and 2006. The following charts outline the discrepancies for the beginning cash balances,
receipts, disbursements, and the ending oash balances. The suceeediitg paragraphs explain why
the differences oceurred, if known.

2005 Committee Activity
Reported Bank Records Discrepancy
Beginning Cash Balance $39,753 $5,973 $33,780
@ January 1, 2005 Overstated
Receipts $1,364,689 $1,482,060 $117,371
Understated
Disbursements $1,300,024 $1,377,972 $77,948
. Understated
Ending Cash Balance @ $104,418 $110,061 $5,643
December 31, 2005 Understated

The beginning cash on hand was overstated by $33,780 and is unexplained, but likely resulted
from prior period discrepancies.

The understatement of receipts was the result of the following:
e Receipts from the Republican National Committee (RNC) not reported  $ 20,300

e Transfer from the non-federal account not reported 5,000

e Receipt from an individual not reported® 100,000

e Unexplaineri difference (71.929)
Net understatement of receipts $ 11737

When committees call for guidance on what to do when they are unable to file a complete report timely, RAD
advises them to file as complete of a report as possible by the deadline, and then to file an amended report as
soon as possible with any omitted information.

The excessive portion of this contribution ($90,000) was timely resolved by transfer to the non-federal account.



The understatement of disbursements was the result of the following:

e Transfers ta non-federal accaunt not reported’ $ 91,864
e Unexplained difference (13.916)
Net understatement of disbursements $§ 77948

The $5,643 understatement of the closing cash on hand was the result of the misstatements
described above.

2006 Committee Activity
Reported Bank Records Discrepancy
Begitining Cash Balance $104,418 $110,061 $5,643
@ January 1, 2006 Understated
Receipts $5,231,080 $5,691,016 $459,936
Understated
Disbursements $5,555,452 $5,715,034 $159,582
Understated
Ending Cash Balance @ -$208,432° $86,043 $294,475
December 31, 2006 Understated

The understatement of recelpts resulted from the following:

e Receipts from other (mostly unregistered) political committees not reported $ 49,000
Receipts from the RNC not reported 183,900
Transfers from the non-federal account not reported 128,949

e The tatsl per Scheduie A for itemited contributions frem individuals ($107,174)
exceeded the amount reported ($97,174) on the Detailed Summary Page

for the Post-General Report 10,000
o Unexplained difference 88.087
Understatement of receipts _S$ 459936
The understatement of disbursements resulted from the following:
e Transiers to mon-federal account not reported $ 14,050
e Net errars in ioportimg of disbursements to various vendors 75,523
e Unexplained difference 70.009
Understateinent af disbursements 5 159,582

The $294,475 understatement of the closing cash on hand was the result of the misstatements
described above.

4 This amount includes the $90,000 transfer to the non-federal resolving the excessive contribution discussed in

footnote 3.

The negative cash balence resulted from reparting errors; the balance in the bank was never negative. This
column does not foot as a result of a discrepancy between the ending reported cash balance of one report and
the beginning cash on the succeeding report (an $11,522 understatement by TRP). On March 26, 2007, after the
Audit Notification Letter dated March, 15, 2007, TRP amended this report and corrected the cash on hand
balance.

s



The Audit staff discussed the misstatements for 2005 and 2006 with TRP’s representatives
during the exit conference and presented titem with copies of relevant workpapers. TRP
representatives stated that corn:ctive amendinents weuld be fded.

Interim Audit Report Recommendation and Committee Response

The Audit staff recommended TRP provide any additional information or written comments that
it considered relevant to the misstatement of activity on its ariginal reports filed for 2006 and
amend its reports to correct the misstatements for 2005 and 2006.as noted above. TRP should
also have amended its most recently filed report to correct the cash on hand balance with an
explanation that the change resulted from a prior period audit adjustment and TRP should have
reconciled the cash balance of its most receni report to identify any subsequent discrepaueies
thot may bitve impacted the $294,475 arijustinent recommended by the Audit staff. TRP
amonred {ts reparts te matericlly correct the misstatemants noted above. Its response did net
provide any additional comments on the misstatements of nctivity on its repocts as originally
filed. TRP has indicated that it will be amending the most current report to correct the cash on
hand balance.

Finding 2. Contributions from Unregistered Political
Organizations

Summary

A review of all contributions from unregistered political organizations indicated that TRP
received $114,395 in contributions that may not have been made with permissible funds. TRP
refunded $38,125 of these, but not in a timely manner. In response to the interim audit report
recommendations, TRP materially complied with the Audit staff’s recommendation by providing
copies of the front and back of the negotiated contribution refund checks totaling $71,845 and
provided six check stubs, totaling $4,325, for contribution refunds issued but not negotiated.

The Committee did not address $100 of these unregistered political contributions.

Legal Stanidard

A. Party Cemmittee Limits. A party committee may not reogive more than a tntal of $10,000
per year from any person except that a multicandidate political committee may not contribute
more than $5,000. 2 U.S.C. §441a(a)(1)(D) and 11 CFR §§110.1(a) and (c)(5), 110.2(d) and
110.9.

B. Handling Contributions That Appear Impermissible or Excessive. If a committee
receives a contribution that'appears to be impermissible or excessive, the committee must
either:

1. Return the questionable check to the donor; or
2. Deposit the check into its federal account and:
+ Keep ennmugh money in the account to nover all potential refunds;
o Keep a wriiten record explaining why the contribution may be illegal;



o Include this explanation on Schedule A if the contribution has to be itemized before
its legality is established. 11 CFR §103.3(b)(3), (4) and (5).

Facts and Analysis

During the review of contributions, the Audit staff identified 31 unregistered political
organiratioms that made 37 contributions totaling $114,395 to TRP, of which $38,125 was
refunded in an untimely manner. TRP did not have any records available to show that these
contributions from unregistered political organizations were made with permissible funds. One
‘of these unregistered political organizations (Republican Governors Association Federai PAC)
contributed $50,225 to TRP and therefore exceeded the $10,000 contribution limit by $40,225 if
the contribution was determined to have been made with permissible funds. TRP did refund
$225 of this excessive contribution, but not in a timely manner.

The Audit staff discussed this matter with TRP’s representatives during the exit conference and
presented them with copies of relevant workpapers. TRP representatives-stated that they would
review the schedules and comply accordingly.

Interim Audit Report Recommendation and Committee Response

The Audit staff recommended TRP provide evidence demonstrating that the contributions in
question were made with permissible funds and not excessive. Alternatively, TRP should have
refunded the impermissible funds and/or excesstve contribution and provided evidence of such
refunds (copies of the'front and back of the negotiated refund ehecks). If funds were not
available 10 maka the nacessary refunds, TRP shauld have disclased the refunds due on Schedule
D (Debts and Obligatiens) ontil funds became avaiiable ta malre the refands.

In response to the interim andit report recontrmendations, TRP materinlly complied with the
Audit staff’s recommendation by providing copies of the front and back of negotiated
contribution refund checks totaling $71,845. In addition, it provided six check stubs, totaling
$4,325, for contribution refunds issued but not yet negotiated. TRP did not address $100 of
these unregistered political contributions.

| Finding 3. Apparent Coordinated Party Expenditures

Summary

TRP appeared to have exceeded the 2006 coordinated party expenditure limit by $721,093. In
respense to the interim audit report, TRP provided a description of the procedure used for
handling the non-allocable mail program. In response to the interim audit report, TRP provided
additional documentation to support that there was volunteer involvement with the mail program.
If these disbursements were considered not to have met the volunteer exemption, then TRP

would have made an excessive eevordinated contribution to Bob Corker for Senate in the amount
of $716,393. .



Legal Standard

A. Limits on Contributions Made by National Parties.® National party committees must
comply with the contribution limits below:

$5,000 per alection to « House or Presidential campaign’’

$35,000 to a Senate campaign for the entire campaign period. This limit is shared by the
national party cammittce and the Senate campaign committee.

$5,000 per year to a separate segregated fund (carporate or labor PAC) or a nonconnected
committee.

Unlimited transfers to other party committees. 2 U.S.C. §441a(a) and (a)(h).

B. Limits on Contribnticas Mide by State and Loc#l Party Committees.

A state party committee shares its limits with local party committees in its state unless a

local commiuae can demonstrate its independence. 11 CFR §110.3(b)(3).

State and local party cammitteas must corply with the caatribution limits below:

o $5,000 per election to @ Federat campaign if the contributing committee has qualified
as a multicandidate committee (see below).

o $2,100 per election to a Federal campaign if the contributing committee has nat
qualified as a multicandidate committee.

o $5,000 per year to a separate segregated fund (corporate or labor PAC) or a
nonconnected committee.

o Unlimited transfers to other party committees. 2 U.S.C. §441a(a).

C. Coordinatmi Party Eapemlitures. National party committees and state party committees
are permitted to purchase goods and services on behalf of candidates in the general
election—over and above the contributions that are subject to contribution limits described
above. Such purchases are referred to as “coordinated party expenditures.” They are subject
to the following rules:

The amount spent on “coordinated party expenditures” is limited by statutory formulas
that are based on the Cost of Living Adjustment (COLA) and the voting age population.
Party committees are permitted to coordinate the spending with the candidate
committees.

The parties may make these expenditures only in connection with the general election.
The party conimittees—not the candidates—are responsible for reporting these
expendituras.

If the party nammittee exceeds the limits on coordinated party expenditures, the excess
amowsit is considered an in-kind contribution, subject to the contrihution limits described
above.

A national or state party committee may assign all or part of its coordinated party
spending authority to another party committee. 2 U.S.C. §441a(d) and 11 CFR
§§109.32(b) and 109.33(a).

A party’s national committee, Senate campaign committee, and House campaign committee are each considered
a national party committee, and each one has a separate limit except with respect to Senate campaigns.
This assumes the national party committee has qualified as a multicandidate committee.
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D. Coordinated Communication. A communication is coordinated with a candidate, an

authorized eommittee, a political party conmittee, or an agent of any of the foregoing when
the communication:

1.

2.

Is paid far by a person other than that candidate, authorized committee, political party
committes, or agent of any of the foregoing.

Satisfies at least one of the content standards in paragraph (c) of this section. One of the
four content standards described in this section as satisfying this requirement is a public
communication that expressly advocates the election or defeat of a clearly identified
candidate for Federal office.

. Satisfies at least one of the conduct standards in paragraph (d) of this section. One of the

six conduct standards described in this section as satisfying this requirement is common

vendcr if all of the foHewing statcments are true:

e ‘The person paying for the comnmnieation contracts with or emplays a commiorcial
vendur fo create, poodaoa, or distriiante the canmunication.

e That enmmercial vendor has provided ccdnii services to the candidate in the currerd
elesticn cycle. Such services include the development of meilia strategy; selection of
audiences; polling; fundraising; developing the content of a public communication;
producing a public communication; identifying voters or developing voter lists,
mailing lists, or donor lists; selecting personnel, contractors, or subcontractors; or
consulting or otherwise providing political or media advice; and

e That commercial vendor uses or conrveys to the person paying for the contmunication:
information about the candidate’s campalgn plans, projects, activities, or needs and
that informatinn is material to tho creation, production, or distribution of the
communication; or itformation used previausly by the commercim vendor in
providing serviaes te the candidate and that informatien is material o the creation,
production, or distribution af the communication. 11 CFR §109.21(a)(1), (2) and (3),
()(3), and (d)(4).

E. Expressly Advocating Definition. Expressly advocating means any communication that:

1.

Uses phrases such as “vote for”, “re-elect”, “support”, “cast your ballot for”, “vote
against”, or words which in context can have no other reasonable meaning than to urge
the election or defeat of one or more clearly identified candidate(s); or

When taken as a whale could only br interpreted by a reasanable person as caataining
advocncy of the electinn or defeat of one ar mote clenrly identified candidnte(s). 11 CFR
§100.22.

F. Volunteer Activity for Party Committee. The payment by a state committee of a political
party of the costs of campaign materials (such as pins, bumper stickers, handbills, brochures,
posters, party tabloids or newsletters, and yard signs) used by such committee in connection
with volunteer activities on behalf of any nominee(s) of such party is not a contribution or
disbursement, provided that the following conditions are met:

1.

Such payment is not for cost incurred in connection with anmy broadcasting, newspaper,
magazine, biil hoard, direct mail, ar similar type of general puhii: cornmminicetion. The
tetm direct mail means any mailing(s) by @ commercial vendor or any maiing(s) made
frmn commercial lists.
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2. The portion of the payment allocable to federal candidates must be paid with federal
funds.

3. Such payment is not made from contributions designated by the donor to be spent on
bebnlf ef a particular candidate for Federal office.

4. Such materinls are distributad by volunteers and not by sommercial or for profit
oporatiens.

5. If made by a political committee such payments shall be reported by the political
committee as a disbursement.

6. The exemption is not applicable to campaign materials purchased by the national party
committees. 11 CFR §100.87 (a), (b), (c), (d), (¢) and (g) and 11 CFR §100.147 (a), (b),
(€), (d), (¢) and (g).

Facts and Analysis .

The Audit staff reviewed all disbursements related to various forms of media to determine
whethen TRP complied with applicable regulations regarding the production and dissemination
of printed material and radio and television advertisemenis. If it cantaimed Federal candidan:
support, the Audit staff reviewed the supporting documentation to determine if evidence was
found which would suggest that coordination with the candidate might exist. During this review,
the Audit staff noted that the coordinated party expenditure limit for the state of Tennessee in the
2006 cycle for a Senate candidate was $362,200. As cited above, the national party committee
and state party committees each have separate coordinated expenditure limits for a total
combined limit in Tennessee of $724,400. By a letter dated Septernber 1, 2006, the Teanessee
Republican Party assigned their mil to tho National Republican Senatorial Commitdee (NRSC).
NRSC spent maost of this comnbinad limit on medin teteting $714,630 that supported Bab Corker
for Senale.

During this review, the Audit staff identified disbursements to one vendor, Creative Direct, LLC,
for the production, printing and mailing of numerous direct mail pieces. TRP disclosed these
disbursements either as federal election activity disbursements or federally funded operating
disbursements. These disbursements to Creative Direct, LLC totaled $721,093 and were
incurred during the period September through November of 2066. All of these disbursenients
were in support of Bob Corker for Senate or in opposition to his opponent Congressman Harold
Ford, Jr. Bob Carker’s camnpaign used this samu vendor for direct mail disbursements which
totated $680,570 and were lacurred during the perind April tirough September of 2006. NRSC
also wtilized this same vendor for n oeordinatert expenditure incurred on September 7, 2006,
totaling $66,417.

For the coordinated expenditure standard to apply, two conditions must be met: Content and
Conduct. TRP appeared to have met the content standard, since the disbursements were for a
public communication that expressly advocated the election or defeat of a clearly identified
candidate for federal office. Although there was no language such as “vote for” or “defeat” in
the material, the Audit staff determined that it could only be interpreted by a reasonable person
as containing advocacy ef the electian of Bob Corker for Scnate or the defeat of Harold Ford, 3r.
For examele, one of the direct raail pieces cantaius 2 pictune of Fob Corker nidd discusses his
plan for securing the horders and cracking down an illegal immigmtion on ane side; tire other
side has a picture of his vpporent and states, amang other things, “Tco bad Liberal €ongressman
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Harold Ford is all talk — no action on illegal immigration.” Another direct mail piece pictures
Congressman Ford and notes that when he “...did show up to vote, he VOTED AGAINST the
receat TAX CUTS for Tennessec families.” The piece alse states that he is “Tonnessee’s Most
Libcral Congressman.”

TRP also met one of the types of conduct to satisfy the conduct standard: Common Vendor. All
three committees (NRSC, Bob Corker for Senate, and TRP) used a common vender, Creative
Direct, LLC.
e NRSC reported a coordinated expenditure for direct mail costs totaling $66,417 on
September 7, 2006. '
e Bob Corker for Senate incurred direct mail costs totaling $680,570 during April through
September of 2006.
e TRP incarred direct mail costs totdling $721,093 during Septeniber through November of
2006.
Although there was no docurmentation to indicate that Creative Direct, LLC cenveyed
information about the candidate’s campaign plans or needs to TRP, there was sufficient evidence
to suggest-that coordination might have existed.

At the exit conference, the Audit staff discussed this matter with TRP's representatives who
stated they would review their records. Subsequently, the Audit staff provided a schedule of the
$721,093 possible coordinated expenditures for their review.

Suhsequent to thd exit sanfererica, the Audit staff seat isiters ta TRP rnd Creative Direat, LLC,
which contained questinns te clarify whethar there was aoordinatien. The responses from TRP
and Creative Direct, LLC indicated that they considered the direct mailings to be exempt
volunteer activities. TRP stated: “We thaught these were exempt. We had an official candidate,
it was in the General, all processed and stamped in Tennessee, it was non-allocable, paid with
Tennessee Victory funds, used valunteers.” Creative Direct’s response indicated its services
were limited to the preparation of mail and handouts that would be used in connection with
volunteer activities.

Interim Audit Repert Recommendation and Committee Response

The Aadit staff recammenceé TRP provide evidence that detailed if there was sabatential
volunteer involvement and discussed whether volunteers did any of the separation and
distribution activities for the mailers such as: unpacking, bundling, sorting by zip code or other
types of sorting, bagging, tagging, wrapping, loading, weighing, or delivering the mailers to the
Post Office; or evidence to support that no coordinatian existed between TRP and Bob Corker
for Senate. This evidence could have included samples of material produced and printed by
Creative Direct, LLC for each of the committees, i.e. NRSC and Bob Corker for Senate; and a
statement from the vendor detailing how orders were placed and how it avoided information
sharing among these three clients. If the evidence provided indicated there was volunteer
involvement or that no coordination oecurred, then ne further action was recommended.
However, if the evidence provided indicated that coordinatien did occur, then the Aundht staff
recemmended that TRP seek reimhursement from the candidate in the amount of $716,093.2

8 TRP did not contribute to Bob Corlier for Senate; therefore, the amount of reimbursement snught should be

$716,093 ($721,093-$5,000).
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In response to the interim audit report, TRP provided a description of the procedure used for
handling the non-allocable mail progran during the fall of 2006. The nzsponse notead that
volunteers at the Victary Field office wore recruited by TN GOP Victory staff and organpzad tp
complete the fallowing tasks:

e Volunteers unloaded the boxes of unstamped and unaddressed mail from wrapped
pallets, taking them into the Victory office.
Volunteers stacked the boxes inside the office.
Volunteer Team Leader opened boxes and stacked the unmarked mail on a series of
tables for volunteers to stamp.

e Volunteers sitting at the tables opplied the Termessee Republican Party indicia or stamp
with a hand operated iek stamp to each piece of mail.

e Volunteers placed the mail pieces back into boxes aficr #ey had been hard stamped with
the Texmessee Republicaun Party’s indicia.

e Volunieers stacked the boxes of stamped mail near the door.

e Valunteers leaded the boxes back onto the truck for delivery to the mail house to address
the mail pieces.

The response stated that during this process a volunteer physically touched each piece of mail to
apply the hand operated ink stamp that was used to apply the non-profit indicia for postage used
by the Tennessee Republican Party. Additionally, volunteers unloaded the delivery of
unstamped rrauil picces, tmpackaged the mali pieees from boxes for stamping, repaekagad the
matil pieces after stainping antl relemled the: delivery trucks with tke stamper mail.

In the Audit staff’s opinion, the limited participation by volunteers detailed by TRP does not
appear to meet the requirements of the volunteer materials exemption. In fact, this level of
volunteer activity is specifically addressed by MUR 2559 (Oregon Republican Party) and MUR
2288 (Shimizu for Congress) as not substantial enough for the volunteer exemption to apply.
However, the Commission recently considered the volunteer exemption in the context of MUR
5598 (Utah Republican Party) which had very similar facts to the volunteer activity described by
TRP. In fts decision, the Comnmission did nat expressly conclude whether the velunteer
exemption had, or had not, been met; rather it cited the eomplicated history rehative to the
volunteer exernptiop amd dismissod the matter in eo exeroise of its prosecutorial discrction. The
Commission ulso indicated a need for miore detailed guidance to clarify the volunteer exewnption.
If these disbursements were cansidered not ta have met the volunteer exemption, then TRP

would have made an excessive coordinated contribution to Bob Corker for Senate in the amount
of $716,093.
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| Finding 4. Disclosure of Expenditures for Salary and Wages

Summary

TRP did not maintain monthly logs, time sheets or affidavits for its employees. Absent such
documentation it is nat possible ta determine whether the salaries must be paid wholly from the
federal account or may be paid from the non-federal account or allocated between the federal and
non-federal accounts as administrative expenses. In response to the interim audit report
recommendations, TRP provided some additional affidavits which stated that the employee did
not spend more the 25% of compensated time on federal election activities and amended its
reports which materially corrected the disclosure of the above salaries and pay-ol! taxes.

Lepal Standard

A. Accounts for Federal and Non-federal Activity. A party committee that finances political
activity in connection with both federal and non-federal elections shall establish two accounts
(federal and non-federal) and allocate shared expenses, those that simultaneously support federal
and non-federal election activity between the two accounts. Alternatively, the committee may
conduct both federal and non-federal activity from one bank account, considered a federal
account. 11 CFR §102.5(a)(1)(i).

B. Paying for Allocable Expenses. Commlisslon regulations offer party commitiees two ways
to pay for allocable shared federal/non-federal expenses.
¢ They may pay the entire amount of the shared expense from the federal account and
transfer funds from the non-federal account to the federal acceunt to cover the nan-
federal share of that expense; or
e They may establish a sepamte, federal allocation account into which the committoe
deposits funds from both its federal and non-federal accounts solely for the purpose of
paying the allocable expenses of shared federal/non-federal activities. 11 CFR

§106.5(g)(1)(i) and (ii)(A).

C. Reporting Allocable Expenses. A political coramittee that allocates federal/non-federal
expenses must report ench disbursement it makes from its federal account (cr separate allocation
account) to pay for a sharnd federnl/non-federal expense. Committees report these kinds of
disbursements on Schedule H4 (Joint Federal/Non-Federal Actwnty Schedule). 11 CFR
§104.10(b)(4).

D. Costs allocable by State party committees between Federal and Non-federal accounts
(Effective prior to January 19, 2006). State party committees must pay salaries and wages
from funds that comply with State law for employees who spend 25% or less of their time in any
given month on federal election activity. 11 CFR §106.7(c)(1).

E. Costs aliccalfle by State purty committees between Federal ard Non-federal accounts
(Effective on January 19, 2086). State party comniittees must either pay saluries, wages, and
fringe berefits for employees who spend 25% nr less of their time in a given month an Federal
election activity with fnads from their Federal account, or with a combination of funds from their
federal and non-federal accounts. 11 CFR §106.7(c)(1), as amended January 19, 2006.
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F. Allocation Ratios and Record-Keeping for Administrative Expenses. The percentages
used for such allocaticns vary based on whether a Presidential and/or a Senate candidate appears,
or doesn’t appear, on the ballot in any even year. For the peried 20105-2806, which incladed an
even year in which a Senate candidate, hut no Presidential candidate, appeared on the ballot,
TRP chose the appropriate percentage, 21%, for a State conimittee to allocate administrative
expenses to their Federal account. Cammittees must keep a monthly log of the percentage of
time each emplayee spends in connection with a Federal election. 11 CFR §106.7(d)(1) and
(2)(ii).

Facts and Analysis

The Audit staff’s review of payroll expenses indicated that TRP did not maintain monthly logs,
time sheets ar affidavits for its employees that worked for either the federal or non-federal
accounts. Therefore, based on the regulatory chimga effeative Janoary 19, 2006 (See page 1,
Changes to the Law), the Audit staff applied the following to assess salary expentlinires:

1. For salary and payroll tax payments made before January 19, 2006:

If there is a monthly log, time sheet or affidavit which states that:

o the time spent on federal activity is less than or equal to 25%, the payment can be
made from the non-federal account and it requires nothing further of the federal
committee; or

e the time spent on federal activity exceeds 25%, or for which there is no
documentafion indicating a lesser percentage, the federal commiittee must disclose
these paymemis on Schedule B, Line 30b, as non-allocable Federal Election
Activity (FEA). Shanld suoh payments during this period be mada from the non-
fedaral account, an appropriate memo Schedule B should be filed.

2. For salary and payroll tax payments made on or after January 19, 2006:

If there is monthly log, time sheet or affidavit which states that:

e the time spent on federal activity each month is none, or 0%; this may be paid by
the non-federal account and requires nothing further of the federal committee; or

o the time spent on federal activity Is less than or equal to 25%; this payment must
be made from the federal account and disclosed by the federal cornmittee on
Schedula H4 es allocable exiministrative activity, for which mimbursemont may
be sought at the administrative ratio. Should such nayments during iltls pariod be
made from the non-federal account, an appropriate memo Schedule H4 shondd be
filed; or

o the time spent on federal activity exceeds 25%, or for which there is no
documentation indicating a lesser percentage, the federal committee must disclose
these payments on Schedule B, Line 30b, as non-allocable FEA activity. Should
such payments during this period be made from the non-federal accousit, an
appropriate memo Schedule B should be filed.

The results of the Audit staff’a review of salary and payroll taxes, to includo cansideration nf
affidavits provided sb date, are as follows:
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1.  Salary and payroll tax payments made from the non-federal account:

e With respect to salary payments from this account totaling $23,114, TRP
provided affidavits whicil stated that four individaals spent lcss than or equal to
25% of their time per month on fadrral activities during the period on or afler
January 19, 2006. In addition, thare werc payroll tix payments of $6,096 which
relate to these salary payments paid during this period. Therefore, TRP is
required to disclase as memo entries on Schedule H4 the salary payments of
$23,114 and tax payments of $6,096.

e TRP failed to provide documentation detailing the time spent on federal activities
for employees whose earnings totaled $207,048 for the period before January 19,
2006 and $37,792 for the period on or after January 19, 2006. In addition, there
were payroll tax paymonts of $53,198 which relate to the saiary payntents,
totaling $207,048, paid dming the period before Jannary 19, 2006 and the $9,968
payroll tnx payments that relate to the $37,792 saduries paid on on after January
19, 2006. Absent the supparting documentation, TRP was required to disclose
these salary and payroll tax payments as memo entries on Schedule B, Line 30b.

2. Salary and payroll tax payments made from the federal account:
e TRP failed to provide supporting documentation detailing the time spent on

federal activities for employees whose earnings totaled $23,194 for the period
before January 19, 2006 and $665,209 for the period on or after January 19, 2006.
In addition, payroll tax payments of $2,314 which rélate to the salury payments,
totaling $23,194, paid duning the period beface Janoary 19, 2006 ond $161,923
paymtll tax payments that relate to the $665,209 salaries paid on or afier January
19, 2006. TRP reported these salary and tax payments as ellocable expenses on
Schedule H4. Absent the supporting documentation, TRP should have disclosed
these salary and tax payments on Schedule B, Line 30b for both periods.

The Audit staff compared reimbursements received from the non-federal account for its share of
allocable activity and made certain other adjustments. This analysis indicated there was no
funding of federal activity by the non-federal accounts as a result of the activity discussed above.

The Audit staff discussed this matter with TRP’s represenmtives during tlte exit conferuneo, and
presanted them with cepies af ralevant wark pnpers. TRP tcpresentatives stated that they weuld
review the schedules and amend its reports aecordingly.

Interim Audit Report Recommendation and Committee Responae

The Audit staff recommended TRP provide monthly logs or time sheets from each employee for
each month worked attesting to the time spent by the employee for the period employed by TRP,
or affidavits from each employee which provide information similar to a monthly log about
employee activities, and amend its disclosure reports accordingly. If no additional
documentation was provided, TRP shouald have amended lts disclosure reports as detailed above.

In response ta the interim wadit repart nzcameiendations, TRP providerl same additionet
affidavits which stated that tbe employee did not spend more thar 25% of compcnsated time on
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federal election activities and amended its reports which materially corrected the disclosure of
the above salaries and payroll taxes.




